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In mid-December, President Carlos Menem's government sold more than US$1 billion in foreign
debt bonds on international stock exchanges. The massive response by investors in spite of the
bonds' rating as "below investment grade" reflects growing international confidence in the Menem
administration's economic policies, as well as increased interest in Latin America following approval
of the North American Free Trade Agreement (NAFTA). At the end of July, after the government
successfully sold the state oil company Yacimientos Petroliferos Fiscales (YPF) on the world's
most important stock exchanges, the Menem administration began plans to increase the country's
participation on international capital markets. The YPF which was sold on the Buenos Aires, New
York, London, and Tokyo exchanges represented the biggest single privatization deal ever in Latin
America, and marked the first time the government had offered a public utility for sale on foreign
capital markets. The enthusiastic response by investors at that time encouraged the government
to plan more such sales for the future, and to consider offering debt bonds on a large scale to
investors (see Chronicle 07/29/93). As a result, on Dec. 9 the government issued US$1 billion in
bonds for sale on world stock exchanges the largest one- time issue ever made by a Latin American
country. According to the New York Times, it is also the first time a Latin American country has
placed a "global issue" on international capital markets, and it is the first time that a "global junk
bond" or a below-investment-grade global issue has ever been sold. A global issue is one that is
sold and can be traded simultaneously in markets around the world. Until now, the global market
was reserved for "rock-solid credits" from such organizations as the World Bank, according to
the Times. The Argentine issue was rated as BB- by the Standard & Poor's Corporation, and B1
by Moody's Investors Service, both of which are below the level considered "recommendable"
for investors. Moody's cites the poor performance of Argentine exports this year as the principal
reason for the low ratings. Argentina's ratio of foreign debt to export income is the highest of any
country rated by Moody's. Moreover, most of the debt is either in bonds, or represents official
multilateral loans, which cannot be restructured. Moody's also warned that government income will
drop next year, making debt repayments more difficult. Three factors are expected to disrupt public
finances in 1994: 1) a new plan which will allow privately-run retirement programs to replace state
pension plans; 2) a substantial drop in income from privatizations, since nearly all public utilities
have already been sold; and 3) a recent overhaul of the tax system, which next year will rechannel
revenue away from the federal government and into provincial and local coffers. Nevertheless,
despite the poor ratings, the government managed to sell all US$1 billion the same day the issue
was offered. In fact, James Quigley managing director of the global debt syndicate at Merrill Lynch,
which acted as coordinating manager of the issue says there were orders totalling between US$1.4
billion and US$1.5 billion at the time of pricing. In the end, underwriters in the syndicate sold about
US$1.2 billion worth of notes to customers even though only US$1 billion was available, forcing the
government to increase the amount offered. In addition, Quigley says the bonds received a much
better price than expected, comparable to issues rated at a "strong" BB level. The 10-year notes
were priced to yield 8.47% interest, which was 280 basis points (hundredths of a percentage point)
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above the yield on 10-year US Treasury notes. Indeed, that price represents a marked improvement
over past issues by the Argentine government. In 1991, for example, the Menem government
sold US$200 million in one-year bonds at 500 basis points above the rate of US Treasury notes.
According to financial analysts cited by the New York Times, the Menem government's efforts
to open the domestic market to foreign investment while maintaining tight fiscal and monetary
policies has spurred confidence among most investors. For example, portfolio managers at the
Dreyfus Corporation which bought US$15 million of the Argentine bonds say they expect credit
agencies to upgrade the rating on Argentina to an investment grade despite Moody's and Standard
and Poor's somber appraisals. Perhaps more important, the signing of NAFTA in November has
greatly increased investor interest in Latin America at a time when demand for higher yields has
forced investors to buy bonds with higher credit risks and longer maturities. Despite the risks, Latin
America's emerging markets are particularly attractive because they offer investors higher returns
than in other regions. "Much of the momentum comes from NAFTA, which has made more and
more investors look favorably on Latin America," said Barbara Kenworthy of Dreyfus Corporation,
who claims that the size of the Argentine offer makes it a "benchmark," and thus easy to trade.
"You can put a little bit of high risk in a portfolio, if fundamentals and momentum are in your
favor." (Sources: New York Times, 12/10/93; Agence France-Presse, 10/18/93, 10/29/93, 11/27/93,
11/30/93, 12/07/93, 12/14/93; United Press International, 12/14/93)
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